In this paper, we examine the relation between government ownership and stock price informativeness around the world. Using a sample of privatized firms from 41 countries between 1980 and 2012, we find strong and robust evidence that state ownership is associated with lower firm-level stock price variation, i.e., stock price informativeness. Furthermore, we find that the relation between state ownership and stock price informativeness depends on political institutions. In particular, the adverse effects of state ownership on stock price informativeness are more pronounced in countries with lower political rights (i.e., lower political constraints on the government).
Introduction
The information environment, particularly the degree to which firm-specific information is incorporated into stock prices (i.e., stock price informativeness), has recently drawn the interest of numerous scholars. One strand of literature examines the impact of economic development and legal investor protection on stock price informativeness. For instance, Morck et al. (2000) argue that stock price informativeness is lower (higher) in less economically developed countries that have weak investor protections (developed countries that have strong investor protections).
1 Some other emphasizes the quality of accounting information. For example, Jin and Myers (2006) predict higher stock price informativeness in countries with a higher degree of transparency and a lower cost of acquiring private information. 2 Grossman and Stiglitz (1980) further show that a lower cost of acquiring private information encourages informed trading and facilitates the incorporation of firm-specific private information into stock prices, resulting in more informative stock prices. More recently, Kim and Shi (2010) show that enhanced disclosures via voluntary adoption of International Financial Reporting Standards (IFRS) are associated with higher stock price informativeness.
In this study, we extend the aforementioned studies by analyzing the importance of government ownership around the world to stock price informativeness. Specifically, we attempt to answer the following questions: Does the residual government ownership associated with a less transparent environment, which renders private information acquisition costly, discourage informed trading and impede the incorporation of firm-specific information into stock prices? Do the political characteristics of the government, and in particular the degree of political constraints on the government, affect the relation between state ownership and stock price informativeness?
Despite the large privatizations of state-owned enterprises (SOEs) that have occurred in both developing and developed countries, the state remains one of the most important shareholders around the world. Prior research (e.g., Bortolotti and Faccio, 2009; Boubakri et al., 2011) suggests that the state is reluctant to relinquish control in privatized firms even several years after privatization. As a particular shareholder, the state tends to pursue political objectives that do not coincide with profit maximization, for example, maintaining a high level of employment and promoting regional development by locating production in politically desirable rather than economically attractive regions (e.g., Dewenter and Malatesta, 2001; Megginson and Netter, 2001 ). The state therefore has incentives to tunnel corporate resources -and expropriate other shareholders -for political benefit. To hide this expropriation, governments may lead managers/bureaucrats in state-owned firms to manipulate earnings or selectively disclose accounting information, which results in a less informative environment. Since the collection of private firm-specific information is costly in a less transparent environment, state ownership may discourage informed trading, reducing the incorporation of firm-specific information (Grossman and Stiglitz, 1980) and hence leading to less informative stock prices. With this in mind, we investigate the impact of state ownership on stock price informativeness.
We conduct our research using a multinational sample of privatized firms for several reasons. First, as we mentioned above, the government often continues to be a shareholder in newly privatized firms, even several years after privatization (e.g., Bortolotti and Faccio, 2009; Boubakri et al., 2011) , which provides us a natural laboratory to examine the impact of government intervention on stock price informativeness. Second, a worldwide sample of privatized firms involves firms from different countries with different political environments, which gives us a unique setting to investigate the impact of political institutions, in the presence of government participation, on the information environment, and in particular the degree to which firm-specific information is incorporated into stock prices.
Examination of these issues is timely and important for several reasons. First, the recent financial crisis was accompanied by an increase in government participation in bailed-out firms and state ownership appears to be an increasing trend. However, little is known about the link between the firm-level information environment and state participation around the world. Second, stock price informativeness is of paramount importance since it affects capital allocation (Wurgler, 2000; Durnev et al., 2004) and in turn economic growth (Durnev and Fauver, 2010; Wurgler, 2000) . Indeed, Chen et al. (2007) show that stock price informativeness is associated with higher investment to stock price sensitivity (i.e., more efficient investments), which contributes to better resource allocation (Durnev et al., 2004; Wurgler, 2000) and ultimately economic growth (Durnev and Fauver, 2010; Wurgler, 2000) . These considerations motivate our interest in studying the stock price informativeness of newly privatized firms (NPFs).
Using a multinational sample of privatized firms from 41 countries between 1980 and 2012, we provide strong and robust evidence that state ownership is associated with lower stock price informativeness. This result is consistent with the conjecture that state ownership is associated with a less transparent environment, which discourages investors from trading on private information and impedes the incorporation of private firm-specific information into stock prices. Furthermore, we find that lower political constraints magnify the impact of state ownership on stock price informativeness. In particular, we document that state ownership is associated with lower stock price informativeness in countries with lower political rights (i.e., fewer political constraints on the government). Our results are robust to the use of alternative proxies for the soundness of political institutions and alternative proxies for stock price informativeness.
Our paper contributes to the literature on firm-specific information by providing evidence that stock price informativeness is negatively related to state ownership around the world. In particular, our study is related to those of Brockman and Yan (2009) , who examine the impact of block ownership on firm-specific information in the U.S. context; Gul et al. (2010) , who examine the impact of government ownership on stock price synchronocity in the specific context of China; and Boubaker et al. (2014) , who examine the influence of the divergence between control rights and ownership rights on firm-specific information in the specific context of France. The results of single-country studies could depend on the country's specific conditions. Our study extends this strand of literature using a multinational sample of firms from emerging/developing and advanced countries and the higher-power setting of NPFs. A worldwide sample allows us to examine how political institutions that vary across countries might affect firm-specific information in the presence of government participation.
Our study is also related to cross-country studies that examine the impact of large shareholders on firm-specific information. For example, Bae et al. (2012) examine the impact of stock investiblity by foreign investors on the incorporation of global market information into stock prices in 21 emerging markets. In a more recent study, He et al. (2013) examine the relationship between largescale foreign ownership and the informativeness of stock prices in 40 markets. We add to this literature by focusing on the role of a particular shareholder, the state. Indeed, as we have noted, the state tends to pursue political objectives that rarely coincide with profit maximization. It is therefore important to examine how the presence of the state as a residual shareholder in NPFs affects firm-specific information around the world.
Furthermore, our study adds to the literature on the impact of post-privatization ownership structure (e.g., Borisova and Megginson, 2011; Boubakri et al., 2005a) by focusing on stock price informativeness. Finally, our study contributes to the literature on the importance of the political environment for firms' post-privatization ownership structure (e.g., Bortolotti and Faccio, 2009; Boubakri et al., 2011 ) by examining how country-level political factors condition the relation between state ownership and stock price informativeness.
The paper is organized as follows. Section 2 develops our testable hypotheses. Section 3 describes the sample, presents our variables, and provides descriptive statistics. Section 4 presents our main empirical results. Section 5 summarizes our findings and concludes.
Hypothesis development

Government ownership and stock price informativeness
Unlike typical shareholders, governments generally pursue objectives other than profitability maximization -for example, maintaining a high level of employment and promoting regional development by locating production in politically desirable rather than economically attractive regions (e.g., Dewenter and Malatesta, 2001; Megginson and Netter, 2001) . Boycko et al. (1996) argue that a greater emphasis will be put on profits and efficiency only if privatization transfers control and ownership from the government to private shareholders, who strive to maximize firm value. 3 In the same vein, Paudyal et al. (1998) argue that both the level of post-privatization political interference and the risk of renationalization (i.e., policy risk) are higher when the government sells a relatively low percentage of its capital. The government therefore has more incentives to tunnel corporate resources -and expropriate other shareholders -for political benefits. To hide this expropriation, managers/bureaucrats in state-owned firms may manipulate earnings and/or disclose selected accounting information, leading to a less transparent environment. Several empirical studies provide support for this view. For example, Wang et al. (2008) find that, in China, SOEs are more likely than private firms to hire smaller auditing companies. Similarly, using a worldwide sample of privatized firms, Guedhami et al. (2009) find that firms with greater state ownership are less likely to appoint Big Four auditors. In the same vein, Liu and Subramaniam (2013) show that, in China, SOEs have lower audit fees than non-SOEs. In addition, Chaney et al. (2011) find that politically connected firms have lower quality accounting information than their non-connected peers. More recently, Ben-Nasr et al. (forthcoming) show that privatized firms with a higher degree of state ownership report lower quality earnings, which is perceived by investors as an indication of tunneling of corporate resources. The above arguments suggest that higher state ownership is associated with a less transparent environment, which makes collection of private firm-specific information costly and discourages informed trading. State ownership may therefore impede the incorporation of firm-specific information (Grossman and Stiglitz, 1980) , resulting in less informative stock prices. Our first hypothesis is thus as follows:
H1. Stock price informativeness of privatized firms is negatively related to state ownership, all things being equal.
Political environment, state ownership, and stock price informativeness
Political institutions are important because they condition government incentives that are related to the political constraints of the country. Indeed, as Durnev and Fauver (2010) argue, since a government's accountability is lower under weak political constraints, the government's expropriation of corporate resources is expected to be more acute in countries with lower political constraints. Existing studies show that corporate transparency is lower under predatory governments (e.g., Bushman and Piotroski, 2006; Bushman et al., 2004; Durnev and Fauver, 2010) . Lower transparency renders private information acquisition costly and discourages informed trading. As a result, government predation leads to less informative stock prices (Morck et al., 2000) . We therefore expect that the adverse effects of state ownership on stock price informativeness are more pronounced in environments with lower political constraints. Our second hypothesis is thus as follows:
H2. The association between state ownership and stock price informativeness is stronger in environments with lower political rights.
3 Several empirical studies support these predictions. Boardman and Vining (1989) compare the performance of private firms, SOEs, and partially privatized firms listed among the 500 largest non-U.S. industrial firms. They report that fully privatized firms outperform partially privatized firms and SOEs. Similarly, Boubakri et al. (2005b) find that, in developing countries, post-privatization performance improves more when the government relinquishes majority control. More recently, Fan et al. (2007) document lower accounting performance and post-IPO long-term performance for privatized Chinese firms when the government maintains control through political connections.
Sample and descriptive statistics
Sample
To investigate the impact of government ownership on stock price informativeness, we construct a sample of 482 privatized firms from 41 countries. 4 To do so we begin with Ben-Nasr et al.'s (2012) sample firms. We then update this sample using several data sources including The World Bank's privatization database for developing countries, the Privatization Barometer for OECD countries, and Megginson's (2003) updated list of privatized firms in developed and developing countries. 5 We obtain stock price data from
Datastream. Table 1 provides descriptive statistics about the sample firms. The 482 firms are diversified across geographical regions as categorized by the World Bank. Specifically, 7.68% are from Africa and the Middle East, 36.51% are from East and South Asia and the Pacific, 5.81% are from Latin America and the Caribbean, and 50.00% are from Europe and Central Asia. Our sample firms are also diversified across legal origin, with 77.80% of sample firms located in civil law countries and the remaining 22.20% located in common law countries. Geographical and legal diversification are important as they reflect different political and institutional environments that affect stock price informativeness (e.g., Morck et al., 2000) . Our sample is also diversified across Campbell's (1996) industry classification, with 25.93% of firms in utilities, 12.03% in transportation, 1.87% in textiles/trade, and 2.28% in services. However, only 18.05% of privatization transactions occurred in the 1980s compared to 81.95% between 1990 and 2012. 
Measurement of stock price informativeness
Following prior research (e.g., Fernandes and Ferreira, 2008; Gul et al., 2011; Morck et al., 2000) , we estimate our measure of firmspecific variation using a market and industry model. Specifically, we regress the weekly stock return of each firm in our sample on the current and prior week's value-weighted market return as well as the current and prior week's value-weighted industry return as in Brockman and Yan (2009) , Kim and Shi (2010) , and Beuselinck et al. (2010) :
where RET it is the stock return for firm i in week t , MARKET_RET it is the value-weighted market return in week t, and INDUST_RET it is the value-weighted industry return for week t calculated using all firms from our sample countries listed on Worldscope in the industry to which firm i belongs. Industries are based on Campbell's (1996) classification. Lagged returns are introduced to account for the fact that market and industry information may be incorporated into stock prices with a delay. The logic of Model (1) is as follows. Stock prices are more informative when stock returns become less correlated with market and industry returns.
As with previous studies, we define firm-specific return variation (SPI) as a logistic transformation of the ratio of idiosyncratic volatility to total volatility (1 − R 2 ):
where R 2 is the coefficient of determination for Eq. (1). Higher values for SPI indicate higher firm-specific stock return variation relative to market-wide and industry-wide variation i.e., lower synchronicity with the market and the industry. Stock returns for each firm and weekly market stock returns are obtained from Datastream using the total return index. To avoid problems with outliers, we winsorize our stock price informativeness at the 1st and 99th percentiles. Table 2 reports descriptive statistics for SPI by country. We observe a wide variation in SPI across countries. Indeed, SPI ranges from −0.128 in Russia to 2.795 in Mexico.
Ownership structure
We hand-collect data on the state ownership of our sample firms mainly relying on annual reports. We also use additional sources such as Osiris, Worldscope, Moody's International, Kompass Egypt Financial Year Book, Boubakri et al. (2005a) , Megginson (2003) , and Bortolotti and Siniscalco (2004) . Table 3 reports descriptive statistics for state ownership. We find that average (median) state ownership is 20.7% (5.4%), supporting evidence in Bortolotti and Faccio (2009) and Boubakri et al. (2011) suggesting that the government remains a residual shareholder even several years after privatization.
We also use alternative measures of government intervention in NPFs. First, we use ultimate state ownership. To measure the ultimate control (voting) rights of the largest shareholders of our sample firms, we use the approach described in La Porta et al. (1999) , Claessens et al. (2000) , and Faccio and Lang (2002) . Corporate ownership is measured by cash-flow rights, and control is measured by voting rights. Following Bortolotti and Faccio (2009) , we define a large shareholder as an entity that, directly or indirectly, holds at least 10% of a privatized firm's voting rights. This approach takes into account ownership-leveraging devices such as pyramids, dual-class shares, cross-holdings, and multiple control chains. As can be seen from Table 3 , the average (median) ultimate state ownership is 33.5% (34.6%).
Second, we use a dummy variable (CONTROL) equal to one (1) if the state holds more than 50% of the shares of a privatized firm, and zero (0) otherwise, to distinguish between control and revenue privatizations. As Table 3 shows, CONTROL has an average of 0.209, suggesting that the government is a controlling shareholder in 20.9% of our sample firms. Third, we use a dummy variable (PARTIAL_PRIV) equal to one (1) if the firm still has some government ownership and zero (0) otherwise. The results show that PARTIAL_PRIV has an average of 0.968, suggesting that the government is a shareholder in 96.8% of our sample firms. Finally, we use a dummy variable equal to one (1) if the government retains a golden share in the privatized firm, and zero (0) otherwise. 7 The results in Table 3 indicate that the government retains a golden share in 35.3% (i.e., 161) of our sample firms.
7 Following Faccio (2009, page 2918) , we define a golden share as "the system of the State's special powers and statutory constraints on privatized companies. Typically, special powers include (i) the right to appoint members in corporate boards; (ii) the right to consent to or to veto the acquisition of relevant interests in the privatized companies; (iii) other rights such as to consent to the transfer of subsidiaries, dissolution of the company, ordinary management, etc. The above mentioned rights may be temporary or not. Statutory constraints include (i) ownership limits; (ii) voting caps; (iii) national control provisions." This table provides some descriptive statistics for the sample of 482 privatized firms from 41 countries used to investigate the impact of state ownership on stock price informativeness. We report the distribution of privatization in the countries included in the sample by year, industry, region, and legal origin.
Control variables
We control for foreign participation in privatized firms using the stake held by foreign institutional investors in NPFs. Foreign institutional ownership is collected from several sources, including annual reports, Osiris, Worldscope, Moody's International and Kompass Egypt Financial Year Book. Foreign ownership is associated with a higher-quality auditor (Guedhami et al., 2009 ) and higher earnings quality (Ben-Nasr et al., 2013) . Foreign ownership renders the collection of private firm-specific information less costly and encourages informed trading. Consequently, higher value for FOR should be associated with more informative stock prices in NPFs (e.g., He et al., 2013) . We also control for insider ownership (INSIDER) using the proportion of shares held by insiders from Worldscope. The empirical literature is still inconclusive regarding the impact of insider ownership on the quality of information transmission into stock prices. On the one hand, private insider ownership may alleviate agency problems between shareholders and insiders by increasing the incentives for insiders to maximize shareholders' wealth (incentive effect). On the other hand, insider ownership may reduce corporate performance because insiders have incentives to expropriate corporate resources (consumption of private benefits of control effect). Therefore, our hypothesis regarding the impact of insider ownership on stock price informativeness is nondirectional and states that stock price informativeness is significantly related to insider ownership.
Following the recent literature on stock price informativeness (e.g., Gul et al., 2011; Loureiro and Taboada, 2012) , we include a number of firm-level control variables. First, we control for firm size using the natural logarithm of the firm's total sales in U.S. dollars (log (SIZE)). We expect a negative coefficient on log (SIZE), indicating that stock price movements of large firms tend to be more synchronous with the movements of the market, i.e., less informative (e.g., Chan and Hameed, 2006; Xing and Anderson, 2011) . Second, we control for leverage using the ratio of total debt to total assets (LEVERAGE). We expect a positive coefficient on LEVERAGE, indicating that more levered firms tend to have more firm-specific information incorporated into stock prices (Beuselinck et al., 2010) . Third, we control for firm profitability using the ratio of net income to total assets (ROA). 8 We expect a negative coefficient on ROA, indicating that more profitable firms tend to have less informative stock prices (Gul et al., 2011) . Fourth, we control for growth opportunities using the ratio of market value to book value (MARKET TO BOOK). We expect a positive coefficient on MARKET TO BOOK, indicating that firms with higher growth opportunities are more likely to have less synchronous, i.e., more informative, stock prices (Beuselinck et al., 2010) . Fifth, we control for the firm's trading volume using the logarithm of traded shares (VOLUME). We expect a negative coefficient on VOLUME, indicating that actively traded firms tend to have more synchronous, i.e., less informative, stock prices (Chan and Hameed, 2006; Xing and Anderson, 2011) . Sixth, because Fernandes and Ferreira (2008) show that cross-listing in the U.S. increases (decreases) stock price informativeness for firms from developed (emerging) countries, we control for ADR, a dummy variable equal to one (1) if the firm is cross listed on a major U.S. exchange (level 2 or 3 ADR) and zero (0) otherwise. Seventh, we control for analyst coverage (ACOV) measured as the number of analysts who provided estimates of the forecasted earnings per share reported in I/B/E/S. We expect a positive coefficient on ACOV, indicating that firms with higher analyst coverage have more informative stock prices (Chan and Hameed, 2006) . Finally, we control for firm and industry concentration at the country level using the firm Herfindahl index, HERFINDAHL_F, and the industry Herfindahl index, HERFINDAHL_I. HERFINDAHL_F is defined as the sum of squares of market shares based on sales for each firm in each country in a given year. HERFINDAHL_I is defined as the sum of squares of market shares based on sales for each industry in each country in a given year. A high HERFINDAHL_F indicates that few large firms dominate the market and a HERFINDAHL_I indicates that few industries dominate the market. We expect that stock price informativeness is negatively related to HERFINDAHL_F and HERFINDAHL_I (Morck et al., 2000) . We also control for the several country-level control variables. First, we control for the level of economic development using the natural logarithm of GDP per capita (Log (GDPC)), which may affect stock price informativeness. Second, we control for financial development using the ratio of stock market capitalization to GDP (MARKET_SIZE). We expect a positive coefficient on both LNGDPC and MARKET_SIZE, indicating that firms from more economically and financially developed countries, respectively, tend to have more informative stock prices (Loureiro and Taboada, 2012) . Table 3 reports descriptive statistics for our control variables. Table 4 provides Pearson correlation coefficients between the regression variables. The correlation coefficients that are significant at the 1% level are highlighted in bold. Consistent with our predictions in H1, we find that STATE is significantly (at the 1% level) and negatively correlated with SPI. As for the control variables, we report several significant correlations that are consistent with our predictions. We generally report low correlation coefficients between state ownership and our control variables, mitigating concerns that multicollinearity could affect our regression results.
that "ROA is not affected by factors such as special items (i.e., unusual and nonrecurring items reported before taxes), accounting for minority interest, and income taxes that usually obscure the ROE" (p. 1671). Our results are also robust to the use of ROE as a proxy for profitability. 
Results
Main evidence
To test the relation between the stake of the state in privatized firms and stock price informativeness, we estimate several specifications of the following model:
where SPI it is our estimate of the stock price informativeness of firm i in year t based on Eq.
(1), STATE it is the state's stake in firm i in year t, CONTROLS it comprises the firm-and country-level variables (log (SIZE), LEVERAGE, ROA, MARKET TO BOOK, VOLUME, HERFINDAHL_F, HERFINDAHL_I, ADR, ACOV, MARKET_SIZE, and log (GDPC)), γ i and γ t are firm and year dummies controlling for firm-and year-fixed effects, and ε it is the error term. γ i and γ t are included in Eq. (3) to address the selection bias problem that privatization studies are subject to (Megginson and Netter, 2001 ).
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Model 1 of Table 5 reports firm-and year-fixed effects estimation results obtained by regressing stock price informativeness on state ownership. In all models, we control for foreign institutional and insider ownership as well as for firm-and country-level determinants of stock price informativeness. Our basic regression, Model 1, which includes STATE and the control variables, confirms our prediction in H1 that the stock price informativeness of NPFs is decreasing under state ownership. More precisely, we find that the coefficient on STATE is negative and statistically significant at the 1% level, suggesting that higher state ownership is associated with higher postprivatization political interference, and hence with lower transparency and lower firm-level stock price variation. We can interpret this evidence as implying that governments may lead managers/bureaucrats in state-owned firms to manipulate earnings or disclose selected accounting information in order to hide the expropriation of corporate resources for political purposes, which results in lower transparency. The latter renders private information acquisition costly and discourages informed trading, reducing the incorporation of firm-level private information into stock prices. The coefficient on STATE is also economically highly significant, indicating that a one-standard-deviation increase in state ownership is associated with a 8.56% decrease in stock price informativeness.
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To test the robustness of this result we use alternative proxies for state involvement in privatized firms. First, in Model 2 we replace direct state ownership, STATE, in our basic regression by ultimate state ownership, STATE_ULTIMATE. Although using ultimate ownership results in a smaller sample, the results show that the coefficient on STATE_ULTIMATE is negative and significant at the 1% level, in line with our previous finding. STATE_ULTIMATE is also economically highly significant, with a one- 9 The selection bias problem may be related to the fact that governments tend to privatize profitable firms first (Megginson and Netter, 2001 ). Additionally, governments are less likely to relinquish control in firms from strategic industries (Boubakri et al., 2011) . As a result, state ownership may be related to some unobservable firm characteristics. 10 The average SPI in our full sample period is 0.957. The coefficient on STATE is equal to −0.348. The standard deviation of state ownership in our sample is 0.249. A one-standard-deviation increase in STATE is associated with a 9.05% decrease in stock price informativeness (−0.329*0.249/0.957) = −8.56%). (0) otherwise. The results show that the coefficient on CONTROL is negative and significant at the 1% level, suggesting that informed trading is less likely to occur and prices are less informative when a government maintains control over the privatized firm. CONTROL is also economically highly significant, with a change in CONTROL from 0 to 1 (i.e., from a non-government-controlled firm to a government-controlled firm) decreaseing SPI by 0.205, which is a 21.42% decrease relative to the mean value of SPI. Third, in Model 4 we replace STATE by PARTIAL_PRIV, a dummy variable equal to one (1) if the firm still has some government ownership and zero (0) otherwise. The results show that the coefficient on PARTIAL_PRIV is negative and significant at the 1% level, implying that partial privatization is associated with lower firm-level stock price variation compared to full privatization. The coefficient is also highly economically significant, with a change in PARTIAL_PRIV from 0 to 1 (i.e., from a fully privatized firm to a partially privatized firm) decreasing SPI by 0.571, which is a 59.66% decrease relative to the mean value of SPI. Finally, in Model 5 we replace STATE by GOLDEN, a dummy variable equal to one (1) if the government retains a golden share in the privatized firm and zero (0) otherwise. The results show that the coefficient on GOLDEN is negative and significant at the 1% level, suggesting that firm-level stock price informativeness is lower for firms with a golden share compared to firms without a golden share. GOLDEN is also highly economically significant, with a change in GOLDEN from 0 to 1 (i.e., from a firm in which the government does not retain a golden share to a firm in which the government retains a golden share) decreasing SPI by 0.275, which is a 28.73% decrease relative to the mean value of SPI. Overall, these findings imply that our inferences on the link between the government's influence over privatized firms and stock price informativeness are not affected by our choice of state-involvement variable. We report several significant relations between the control variables and stock price informativeness, which are generally consistent with our predictions and prior literature. The coefficient on VOLUME is negative and significant at the 1% level across all specifications, consistent with Chan and Hameed (2006) and Xing and Anderson (2011) , suggesting that the stock prices movements of large firms and actively traded firms are more synchronous with the movements of the market, i.e., less informative. Furthermore, we find that the coefficient on MARKET_SIZE is positive and significant at the 1% level across all specifications, suggesting that firms from more financially developed countries have more informative stock prices.
Endogeneity of state ownership
One potential concern with the analysis above is that STATE may not be exogenous. For instance, state ownership may be governed by unobserved variables that also affect stock price informativeness, which can lead to biased and inconsistent estimates. Furthermore, the government may retain a stake in a firm in a strategic industry for national security reasons, which may introduce bias into our analysis of the impact of state ownership on stock price informativeness. While we address this issue above using the firm-and year-fixed effects model, in this section we further mitigate these concerns using the instrumental variable approach, the Heckman (1979) two-stage approach, and the dynamic GMM approach (see Table 6 ). The results of the instrumental variable approach are reported in Models 1 and 2 of Table 6 . We use political orientation as an instrument for STATE. Specifically, we use a dummy variable (LEFT) equal to one (1) if the government is left-oriented, and zero (0) otherwise. Left-wing governments are less likely to introduce market-supporting reforms and thus should be less committed to privatization. Consequently, complete privatization is less likely to occur under left-wing governments (Bortolotti and Faccio, 2009) . We therefore expect a positive association between STATE and LEFT.
In the first stage, we predict STATE on the basis of LEFT and the other independent variables used in our basic model. The results, reported in Model 1 of Table 6, show that LEFT loads positive and significant at the 1% level, supporting the conjecture that left-wing governments are less committed to market reforms and are less likely to be associated with complete privatization. In the second stage, we use the first-stage fitted values as instruments for STATE. The results, reported in Model 2 of Table 6, show that the coefficient on STATE remains negative and significant at the 1% level, corroborating our earlier findings. We are aware of the potential limitations of using political orientation as an instrument for state ownership. In fact, political orientation may also affect information acquisition costs and the incentives to engage in informed trading, hence stock price informativeness. We address this issue in two ways. First, we run over-identification tests to ensure the validity of LEFT as an instrument for state ownership. We follow Larcker and Rusticus (2010, p. 190) and perform an over-identifying restriction test -that is, we regress the residuals of the second stage on the exogenous variables (i.e., LEFT and the control variables). We find that the explanatory variables are jointly not significant, suggesting that LEFT is exogenous. Second, we address the endogeneity issue related to state ownership using the dynamic GMM approach.
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11 Before performing this test, we performed a Hausman test. We included the predicted STATE from the first stage as well as the observed STATE in the second-stage regression. We find that the coefficient on the predicted STATE is significant, rejecting the null of no endogeneity problem. The results of the Heckman (1979) two-stage approach are reported in Models 3 and 4 of Table 6. In the first stage, we estimate a probit model to predict a dummy variable equal to one (1) if the government holds a stake in the privatized firm and zero (0) otherwise (PARTIAL_PRIV) using LEFT, the rest of the independent variables in our basic model, as well as industry-, year-, and country-fixed effects. The results of the first stage are reported in Model 3 of Table 6 . As we can see, LEFT loads positive and significant at the 1% level, suggesting that left-wing governments are more likely to retain a stake in newly privatized firms. In the second stage, we regress SPI on STATE, our control variables, industry-, year-, and country-fixed effects, as well as the inverse Mills ratio (LAMBADA) calculated in the first stage. The results reported in Model 4 of Table 6 show that the coefficient on STATE remains negative and significant at the 1% level, suggesting that our findings are not affected by selection bias.
Finally, we estimate dynamic GMM regressions following Wintoki et al. (2012) to address the endogeneity concerns related to unobservable heterogeneity, simultaneity, and reverse causality. 12 The results are reported in Model 5 of Table 6 . Although the significance of STATE is slightly weaker in this Model compared to the OLS regression (Model 1 of Table 5 ), we still report a negative relation between state ownership and stock price informativeness. The results of The AR (1) and AR (2) first-order and second-order 12 We thank the reviewer for suggesting this approach. serial correlation tests and the Hansen test of exogeneity of our instruments are also reported in Model 5. As can be observed, the AR (1) test displays a p-value of 0.000, suggesting that the null hypothesis of no first-order serial correlation is strongly rejected. However, the AR (2) test displays a p-value of 0.197, suggesting that the null hypothesis of no second-order serial correlation cannot be rejected. Hence, two lags of SPI are sufficient to capture the dynamic endogeneity. The Hansen test displays a p-value of 0.993, suggesting that the subset of instruments used is exogenous.
Sub-sample analysis
In this section, we examine the impact of political institutions on the relationship between state ownership and stock price informativeness. We re-run our basic model (Model 1 of Table 5 ) separately for sub-samples based on the first quartile of the political rights index (POLRIGHTS) from Freedom House (2014). 13, 14 As explained by Qi, Roth, and Wald (2010) , "A higher political rights rating indicates a political system that includes free and fair elections, those who are elected rule, competitive political parties or other political groupings, the opposition plays an important role and has actual power, and minority groups have reasonable self-government or can participate in the government through informal consensus" (p. 207). The original index ranges from 1 to 7, with a higher score indicating lower political rights. To be consistent with the rest of our political variables, we subtract the original index from 7. The resulting index ranges from 0 to 6, with a higher score indicating greater political constraints on the government, and hence less likelihood of unilateral policy changes afterward (Henisz, 2004 (Henisz, , 2005 . The results reported in Models 1 and 2 of Table 7 show that the coefficient on STATE is negative and significant at the 1% level for the sub-sample of firms from countries with a low political rights index, suggesting that the adverse effects of state ownership on stock price informativeness are more pronounced in countries with less political constraints on the government. An F-test shows that the difference in coefficients between the low POLRIGHTS sub-sample and the high POLRIGHTS sub-sample is significant at the 1% level. These findings are consistent with the conjecture that government accountability is lower under weaker political constraints, and thus potential government expropriation is more acute. In the rest of Table 7 , we report results of the sub-sample analysis based on alternative political variables. First, we repeat our subsample analysis using the first quartile of Henisz's (2000) assessment of a country's political constraints (POLCONV) instead of POLRIGHTS to divide our sample into high and low political constraints sub-samples. A higher score for POLCONV indicates stronger political constraints on the government. The results are reported in Models 3 and 4. As we can see, STATE is negative and significant at the 1% level only for the low POLCONV sub-sample. An F-test shows that the difference in coefficients between the low and high POLCONV sub-samples is significant at the 1% level. These results suggest that the adverse effects of state ownership on stock price informativeness are more pronounced in countries with lower constraints on the government, and hence a higher risk of political interference (Henisz, 2004 (Henisz, , 2005 . Models 5 and 6 report results of the sub-sample analysis based on the first quartile of POLITY IV's assessment of the extent of constraints on the decision-making power of the government's chief executive (EXCONST) instead of POLRIGHTS. A higher score for EXCONST implies stronger political constraints on government executives. Our results again remain qualitatively unchanged. In particular, we find that the coefficient on STATE is negative and significant at the 1% level only for the low EXCONST sub-sample. An F-test shows that the difference in coefficients between the low and high EXCONST sub-samples is significant at the 1% level. These findings imply that lower constraints on the decision-making power of the government's chief executive magnifies the impact of state ownership on stock price informativeness. Models 7 and 8 report the results of the sub-sample analysis based on the first quartile of ICRG's assessment of a country's level of democracy (DEMOCRACY). A higher score for DEMOCRACY implies lower checks and balances (i.e., less political constraints on the government), and hence greater risk of political interference in the firm's operations. The coefficient on STATE is negative and highly significant only for the low DEMOCRACY sub-sample. We also find that the difference in coefficients between the low and high DEMOCRACY sub-samples is significant at the 1% level. These results corroborate our earlier findings and suggest that the adverse effects of state ownership on the incorporation of private information into stock prices are more pronounced in less democratic countries, consistent with the conjecture that less democratic countries have less political constraints on the government and hence more risk of political interference.
Alternative proxies for stock price informativeness
We next employ alternative proxies for stock price informativeness to ensure the robustness of our findings. First, in line with Ferreira (2008, 2009) and Fresard (2012), we use Llorente et al. (2002) measure of private information trading. To calculate this measure, for each firm-year observation we estimate the following regression using weekly stock returns (R it ):
13 As shown in Table 3 , the median equals the maximum value of POLRIGHTS. To ensure that our findings are not driven by particular countries, we split our sample based on the first quartile of POLRIGHTS rather than on the median of POLRIGHTS. 14 We use the full time-series of the political rights index. We are aware that the political rights index is sticky and the impact of political rights on the relation between state ownership and stock price informativeness is likely due to cross-country rather than within-country variation in the political rights index. To ensure robustness of our results, we use the average of the political rights index over our sample period, instead of the annual value of this index. The unreported results show that our results remain qualitatively unchanged.
where V it is the logarithm of weekly turnover for firm i in week t detrended by substracting its 26-week moving average. The regression coefficient θ i on the interaction variable is Llorente et al.'s (2002) proxy for private information trading. This approach yields an estimated θ for each firm-year observation in our sample. Following Ferreira (2008, 2009 ), we interpret a higher value for θ as implying more information-based trading, which suggests that we should observe a positive return autocorrelation for stocks with a high degree of private information-based trading in periods of high trading volume. In Model 1 of Table 8 we re-run our basic regression (Model 1 of Table 5 ) using θ as a proxy for stock price informativeness. The results show that the coefficient on STATE is negative and significant at the 1% level, suggesting that state ownership is associated with a low degree of private information-based trading, in line with H 1 . We also repeat our sub-sample analysis based on the median value of POLRIGHTS when using θ as a proxy for stock price informativeness. The unreported results show that STATE is again negative and significant at the 1% level for the low POLRIGHTS sub-sample, in line with H2.
Second, we test the robustness of our findings to the use of the future earnings response coefficient (FERC) as a proxy for stock price informativeness. We cannot apply the approach of Durnev et al. (2003) , as estimating their model for each industry-country in our sample while requiring at least 10 firm-year observations in each industry substantially reduces our sample size. To address this problem, we estimate the following regression for each firm-year observation in our sample: This table presents results of sub-sample analysis of the impact of state ownership on stock price informativeness. Models 1 and 2 report results of stock price informativeness regressed on state ownership for high and low POLRIGHTS. Models 3 and 4 report results of stock price informativeness regressed on state ownership for high and low POLCONV. Models 5 and 6 report results of stock price informativeness regressed on state ownership for high and low EXCONST. Models 7 and 8 report results of stock price informativeness regressed on state ownership for high and low DEMOCRACY. The full sample comprises 482 firms privatized in 41 countries between 1980 and 2012. Definitions and data sources for the variables are provided in Appendix 1. Robust z-statistics are reported beneath the estimates. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% level, respectively, one-tailed when directional predictions are made and two-tailed otherwise.
where RET it is the cumulative 12-month stock return for firm i at its fiscal year-end, ΔE it is the change in net income before extraordinary items between year t and year t − 1 scaled by market capitalization in year t − 1. The remainder of the variables are as previously defined. We expect a positive sign for α 1 , given that current returns reflect the current component of unexpected returns (e.g., Fan and Wong, 2002) . We also expect positive coefficients for α 2 and α 3 , suggesting that future unexpected earnings are also incorporated into stock prices. Additionally, we expect a negative sign for both α 8 and α 9 , suggesting that current stock returns are negatively related to future stock returns (Collins et al., 1994) . Regarding the interaction variables, we expect a negative and significant estimate for α 5 , α 6 , and α 7 or α 5 + α 6 + α 7 consistent with H1, suggesting that firms with higher state ownership have a lower FERC, i.e., lower stock price informativeness.
In unreported results, we estimate regression (5) without STATE, the interaction terms, or the control variables. We find positive coefficients for α 1 , α 2 , and α 3 . We also find negative coefficients for α 8 and α 9 , consistent with Collins et al. (1994) . The results of regression (5) are reported in Model 2 of Table 8 . As we can see, the coefficients on ΔE t *STATE and ΔE t+1 *STATE are negative and significant at the 1% level, consistent with H 1 . An F-test (unreported to save space) on the sum of the coefficients on the interaction terms show that this sum is negative and significant at the 1% level. We also re-run our sub-sample analysis based on POLRIGHTS using the FERC approach. The unreported results show that the coefficient on ΔE t *STATE and ΔE t+1 *STATE are only negative and significant for the low POLRIGHTS sub-sample. These findings further corroborate H2 and suggest that the adverse effects of state ownership on a firm's FERC, i.e., stock price informativeness, are more pronounced in countries with lower political constraints on the government.
Additional tests
In this section, we describe additional tests conducted to ensure the robustness of our findings. The results of these tests, reported in Table 9 , generally confirm the core findings presented in Table 5 : stock price informativeness is decreasing under state ownership. This table presents results using alternative proxies for stock price informativeness. The sample comprises 482 privatized firms from 41 countries between 1980 and 2012. Definitions and data sources for the variables are provided in Appendix 1. Robust z-statistics are reported beneath the estimates. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% level, respectively, one-tailed when directional predictions are made and two-tailed otherwise.
Control versus revenue privatization
Our main hypothesis is based on the notion that the government will try to compel managers/bureaucrats in state-owned to manipulate earnings and/or disclose selected accounting information in order to hide expropriation activities. These activities involve government control. Therefore, we expect that our previous results hold only for privatized firms in which the government remains the controlling shareholder. We define firms in which the government remains the controlling shareholder as those in which the government holds more than 50% of shares, in line with Guedhami et al. (2009) and Boubakri et al. (2013) . Our results are robust to the use of a lower threshold (i.e., 20%). Models 1 and 2 of Table 9 report the results of our basic regression (Model 1 of Table 5 ) separately for the sub-sample of firms in which the government relinquishes control and the sub-sample in which the government maintains control. We find that the coefficient for STATE is negative and significant at the 1% level only for the sub-sample in which the government maintains control, suggesting that government ownership adversely affects stock price informativeness only when the government maintains control of the privatized firm.
Golden shares may act as a substitute for government control. In fact, Bortolotti and Faccio (2009) report evidence suggesting that the government can still influence privatized firms even when the control is relinquished via golden shares. Thus we expect that golden shares are associated with lower stock price informativeness even when the government relinquishes control of the privatized firm. To test this point of view, we re-run our golden shares model (Model 5 of Table 5 ) separately for the sub-sample of firms in which the government relinquishes control and the sub-sample in which the government maintains control. The results reported in Models 3 and 4 of the current version of the paper show that the coefficient for GOLDEN is negative and significant at the 1% level for the sub-sample of firms in which the government relinquishes control, consistent with the conjecture that golden shares and government control are substitutes.
1990-2012 period
The majority of our sample firms were privatized during the 1990-2012 period. To ensure that our findings are not driven by privatizations that occurred outside this period, we re-estimate our basic model (Model 1 of Table 5 ) for the sub-sample of firms Table 9 Additional tests-set 1.
Variable
Prediction STATE GOLDEN 1990-2012 Excluding Excluding Excluding privatized during the 1990-2012 period. The results are reported in Model 5 of Table 9 . We find that the coefficient on STATE remains negative and significant at the 1% level, reinforcing our earlier findings. The result is also economically highly significant, with a onestandard-deviation increase in state ownership associated with 46.43% decrease in stock price informativeness.
Alternative samples
We next run our basic regression using alternative samples. First, we re-run our basic model after excluding firms from transition economies. The results reported in Model 6 of Table 9 show that the coefficient on STATE is negative and significant at the 1% level, providing additional support for our earlier findings. Second, we re-run our basic model after excluding financial firms. The results reported in Model 7 of Table 9 show that the coefficient on STATE is negative and significant at the 1% level, suggesting that our earlier findings are not driven by financial firms. Third, we re-run our basic model after excluding firms belonging to one of the five strategic industries (i.e., Steel and Mining, Financial, Petroleum, Transportation, and Utilities). The results reported in Model 8 of Table 9 show that the coefficient on STATE is still negative and highly significant, suggesting that our previous results are not driven by strategic industries.
Fourth, we re-run our basic model separately for firms from (i) emerging and developing countries, and (ii) advanced countries. We use the IMF's classification of countries into emerging/developing and advanced. The results reported in Models 1 and 2 of Table 10 show that stock price informativeness is decreasing under state ownership for firms from both emerging/developing and advanced countries, confirming our previous findings. Fifth, we examine whether the recent financial crisis affects the relationship between state ownership and stock price informativeness. To do so, we re-run our basic model separately for the pre-crisis and post-crisis periods. The results show that the coefficient for STATE is negative and highly significant for both the sub-sample of the pre-crisis period and the sub-sample of the post-crisis period, suggesting that impact of state ownership on stock price informativeness is not affected by the recent financial crisis. Sixth, we examine whether legal investor protection affects the relationship between state ownership and stock price informativeness. We use the anti-self-dealing index (ANTISELF) from Djankov et al. (2008) as a proxy for legal investor protection. We re-run our basic model separately for the sub-sample of firms with high ANTISELF and the sub-sample with low ANTISELF. The results reported in Models 5 and 6 of Table 10 show that the coefficient for STATE is negative and highly significant for both sub-samples, suggesting that legal investor protection does not affect the relationship between state ownership and stock price informativeness.
Alternative specifications
We also test the robustness of our findings to the use of monthly returns instead of weekly returns to estimate stock price informativeness. To do so, we re-estimate Eq. (1) using monthly instead of weekly returns. The results reported in Model 7 of Table 10 show that the coefficient on STATE remains negative and significant at the 1% level, suggesting that our findings are not affected by serial and cross-serial correlation in weekly returns. Additionally, we test the robustness of our findings to the use of an international model, in line with Morck et al. (2000) , instead of a local model when estimating stock price informativeness. In this model, U.S. stock market returns are included to take into account the fact that the majority of economies are open to foreign capital. Specifically, we regress the weekly stock return in US$ for each firm in our sample on the current week value-weighted local market return in US$ as well as the current week value-weighted U.S. market return. The logic of this model is that firm-level stock returns are correlated not only with local market stock returns but also with U.S. market stock returns. The results reported in Model 8 of Table 10 show that the coefficient on STATE is still negative and significant at the 1% level, corroborating our earlier findings that stock price informativeness is negatively related to state ownership.
Additional controls
In this section, we introduce additional control variables to further check the robustness of our findings. The results of these tests, reported in Table 10 , generally confirm the core findings presented in Table 5 : stock price informativeness is decreasing under state ownership.
Earnings management
Earnings quality may affect stock price informativeness (Fernandes and Ferreira, 2008) . Better earnings quality is associated with lower information acquisition costs, which encourages investors to trade based on private information and facilitates the incorporation of firm-specific information (Grossman and Stiglitz, 1980) , and hence results in more informative stock prices (e.g., Jin and Myers, 2006; Morck et al., 2000; Veldkamp, 2006 ). An alternative view, however, posits that higher earnings quality is associated with increased availability of public information about the firm (Kim and Verrecchia, 2001) , which discourages private information collection and informed trading, in which case higher earnings quality may be associated with lower firm-specific stock price variation and hence lower stock price informativeness. We test the robustness of our findings to the inclusion of a proxy for earnings management. Specifically, in line with Gul et al. (2011) , we use the absolute value of Dechow and Dichev's (2002) measure of abnormal accruals as modified by Ball and Shivakumar (2005) (ABS_ABNORMAL) as a proxy for earnings management. A higher value for ABS_ABNORMAL indicates higher earnings management -that is, lower earnings quality. The results reported in Model 1 of Table 11 show that the coefficient on STATE remains negative and significant at the 1% level, providing additional support for our earlier findings. We also find that the coefficient on ABS_ABNORMAL is negative and significant at the 1% level, supporting the conjecture that lower earnings quality discourages private information collection and informed trading, and hence results in lower stock price informativeness.
Additional country-level controls
We test the robustness of our findings to the introduction of additional country-level determinants of stock price informativeness. First, we separately include the CIFAR index (CIFAR) from Bushman et al. (2004) as a proxy for disclosure quality, as doing so reduces our sample size. 15 The index is created by examining and rating companies' 1995 annual reports on their inclusion or omission of 90 items. These items fall into seven categories: general information, income statements, balance sheets, funds flow statement, accounting standards, stock data, and special items. A minimum of three companies in each country were studied. The results reported in Model 2 of Table 11 show that the coefficient on STATE remains negative and significant at the 1% level, corroborating our earlier findings. The rest of the additional country-level control variables are introduced in Model 4. In line with Morck et al. (2000) and Ferreira (2008, 2009) , we control for the following variables: First, we include the standard deviation of GDP growth (STD_GDPG) to control for macroeconomic instability, which may affect firm-specific stock variation (Morck et al., 2000) . In fact, countries with unstable market fundamentals tend to have stock prices that move together. Consequently, firms from countries with higher GDP growth volatility tend to have higher stock price synchronocity (i.e., lower stock price informativeness). Second, we include the logarithm of the number of listed firms in each sample country (N_LISTED) to control for stock market size. In a market with few securities, each security is a more important part of the market index (Morck et al., 2000) . We therefore expect a negative (positive) relation between market size and stock price synchronocity (informativeness). Third, we include the country's geographic size in square kilometers (COUNTRY_SIZE) to control for country size. Country size may affect firmspecific stock variation for two reasons: According to Morck et al. (2000) , "Country size per se could matter in at least two ways.
First, economic activity in a small country could be geographically localized, so that nearby geopolitical instability or localized environmental catastrophes such as earthquake or monsoons might have market-wide effects that would not be as evident in a larger country …. Second, … larger countries having factor endowments that exhibit less uniformity, and this relation in turn suggests that the stocks of firms in large countries might move more independently than those in small countries" (p. 231). Consequently, we expect that firms from larger countries exhibit lower stock price synchronocity (i.e., higher stock price informativeness).
Followsing prior literature on the impact of political institutions on corporate finance (e.g., Qi et al., 2010) , we also add: (i) government extraction, as proxied by the expropriation risk index and the corruption index from ICRG, (ii) socio-economic conditions, proxied by the socio-economic index from ICRG, and (iii) freedom of the press, which comes from Freedom House (2014). Furthermore, in line with prior research (e.g., Fernandes and Ferreira, 2008; Kim and Shi, 2010) , we control for legal investor protection. We use the anti-self-dealing index (ANTISELF) from Djankov et al. (2008) . Finally, we control for national culture. Several studies show that national culture has an impact on corporate transparency (e.g., Hope et al., 2008) , which may affect stock price informativeness. We use the uncertainty avoidance index (UAI) from Hofstede (2001) as a proxy for national culture. Hope et al. (2008) explain that "Countries with high uncertainty avoidance tend to restrict information disclosures so as to avoid conflict and competition and to preserve security" (p. 361). Accordingly, we expect that uncertainty avoidance is associated with lower stock price informativeness. Model 3 of Table 11 reports significant coefficients on several of the additional control variables. As we can see, the coefficient on STD_GDPG is negative and significant at the 1% level, consistent with Morck et al. (2000) and suggesting that firms from countries with unstable market fundamentals tend to have higher stock price synchronocity (i.e., lower stock price informativeness). We also find that the coefficient on N_LISTED is positive and highly significant, consistent with Kim and Shi (2010) and suggesting that firms from countries with large stock markets have more informative stock prices. Additionally, it is worth noting that some of the added institutional variables (i.e., SOCIOECO and FREEDOM_OF_PRESS) are significant and consistent with our predictions. Furthermore, we find that the coefficient on UAI is negative and significant at the 1% level, consistent with our prediction. More importantly for our purposes, we still report a negative and significant coefficient on STATE at the 1% level, further supporting our earlier findings.
Conclusion
We contribute to the literature on stock price informativeness by employing the privatization framework as a testing laboratory. Specifically, using a multinational sample of 482 newly privatized firms from 41 countries, we examine the impact of government intervention on stock price informativeness. We find strong and robust evidence that state ownership is associated with lower stock price informativeness, consistent with the conjecture that state ownership is associated with less transparency, which discourages investors from trading based on private information and reduces the incorporation of private firm-specific information into stock prices. We also find that government predation magnifies the impact of state ownership on stock price informativeness. In particular, state ownership is associated with lower stock price informativeness in countries with lower political rights (i.e., lower political constraints on the government).
Our findings have several policy implications. The continued participation of the government in newly privatized firms leads to a less transparent information environment, which renders the acquisition of firm-specific information costly and discourages informed trading, which may work against achievement of privatization objectives such as the expansion of capitalism and the development of local capital markets. Economic growth is also at stake, as lower stock price informativeness implies less efficient resource allocation (Durnev et al., 2004; Wurgler, 2000) , which may reduce economic growth. Country-level governance institutions also condition the relation between state ownership on earnings informativeness. It follows that achievement of the objectives of privatization and the development of local capital markets require that political institutions be enhanced in such a way that investors are protected from government expropriation.
Appendix 1
Variables: descriptions and sources.
Variable
Description Source SPI Annual firm-specific return variation proxy (log(1 − R 2 / R 2 ) estimated by regressing the firm's weekly returns on current and lagged market returns as well as current and lagged industry returns. 
Datastream
STATE
